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[The following article is reproduced with permission of the Washington-based Council on
Hemispheric Affairs (COHA). It was published in the Dec. 2, 1992, edition of COHA's biweekly
publication, "Washington Report on the Hemisphere."] While the Uruguay Round of negotiations
on the General Agreement on Tariffs and Trade (GATT) continues along its six-year-old path,
with the threat of a trade war between France and the US seeming to have abated, Latin America's
evolving trade blocs are expanding markets and adapting to increasingly interdependent
global trade patterns. Newly formed multilateral trade pacts have both increased inter-regional
commercial relations and created a series of larger, more competitive markets. Growth in overall
private investment, up 8.3% in 1991, has enabled Latin America to become more competitive,
as traditional primary products, such as minerals and agricultural products are now being
rapidly supplemented by exports of higher value-added goods such as machinery, plastics, and
pharmaceuticals. Sub-regional trade agreements have not come about without difficulties, however,
because the blocs tend to favor their members even if they are inefficient producers over outside
competitors. Mercosur Troubled, Andean Pact Stalled The Southern Cone Common Market
(Mercosur), created in March 1991 by Argentina, Brazil, Paraguay and Uruguay, is potentially the
largest trading area of its kind in Latin America, representing a combined GDP of US$467.5 billion
in 1991. Exchange between Mercosur nations increased from US$2.2 billion in 1989 to almost US
$5 billion in 1991, and member countries are currently reducing import duties every six months,
with the goal of eliminating tariffs altogether by Dec. 31, 1994. The trade agreement will have lesser
impact on the Brazilian economy than it will on Paraguay and Uruguay, because of the relative
sizes of the member countries' economies, with Brazil alone accounting for 79% of their total
GDP. Its domination of the market indicates that Brazil's political and economic crises such as the
impeachment process [against Fernando Collor de Mello] and the inflation rate, which rises 25%
per month could challenge regional integration. Mercosur was further threatened when Argentina's
overvalued peso allowed Brazil's low priced products to flood its market. On Oct. 29, faced with a
trade deficit of over US$1.2 billion and pressure for protectionist measures from his industrial sector,
Argentine Economic Minister Domingo Cavallo temporarily raised import taxes from 3% to 10%.
The government claims that these levies differ from tariffs, which are, of course, scheduled to be
eliminated, but this backstep by Cavallo, who in April 1991 declared the country's economy to be
in the hands of the free market, could damage Mercosur. Argentina's policy shift appears to have
been accepted by the bloc, since the presidents of Argentina and Uruguay met recently in Brasilia
to reaffirm their dedication to it and to show their solidarity with Brazil's [then] interim President
Itamar Franco. Other plans, such as the US$2.5 billion South American Highway, connecting Brazil,
Uruguay and Argentina, which is considered vital to Mercosur's success, have been advancing and
indicate that the region's leaders are dedicated to increasing their economic mesh. Meanwhile, in a
negative development, the Andean Pact, composed of Colombia, Ecuador, Venezuela and Bolivia,
is in danger of collapsing, as Peru's temporary withdrawal from the group, together with a drop in
foreign investments, has put a stop to further integration. Members are now looking outside the
©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 1 of 2

LADB Article Id: 058216
ISSN: 1060-4189

pact to make new arrangements. US President George Bush's 1990-launched Enterprise for the
Americas Initiative (EAI), which would create a hemispheric free trade zone with an emphasis on
trade, investment, and debt reduction, initially spurred a flurry of negotiations in the region. But as
the North American Free Trade Agreement (NAFTA) has taken center stage, EAI has been placed on
the back burner, forcing Latin American nations to emphasize their inter-area trade ties, and using
them, in turn, to demonstrate to Washington their economic stability and commitment to free trade.
An example of the region's rush to secure free trade pacts is found in the Group of Three. Formed in
1989 and composed of Venezuela, Mexico and Colombia, it began meeting in Caracas at the end of
November to reassess the group's relationship with Central America, and it is expected that it will
soon announce an expansion of membership. Ecuador's Integration, Trade and Industry Minister
Mauricio Pinto has stated that his country expects a formal invitation to join the group. A member of
the Andean Pact, Ecuador already has a trade agreement with Colombia, and an arrangement with
Venezuela is expected to become effective on Feb. 1, making its entrance into the Group of Three
essentially an effort to gain access to the Mexican market. Reviving the Central American Market
The Central American Common Market, which was formed in 1960 but began to deteriorate in the
early 1970's, has been revived as the leaders of Costa Rica, El Salvador, Guatemala, Honduras and
Nicaragua signed on to an agreement in July 1991, uniting their market of nearly 25 million people
with Mexico's 85 million and imposing deregulation measures. They also signed an agreement with
Venezuela on Sept. 29, in hopes of building up existing trade, which is now less than US$6 million
a year. Recent trade negotiations are promoting enhanced transportation programs, with Honduras
and El Salvador agreeing to build a 145 km. inter-oceanic highway as an alternative to the Panama
Canal, and Costa Rica has plans for a 400 km. trans-isthmus railroad. Outside the Trade Blocs Chile
has been the "lone wolf" of Latin American trade, having withdrawn from the Andean Pact in the
early 1970's and choosing not to join Mercosur. Instead, the country has negotiated many bilateral
trade agreements on its own. Santiago has received a promise from President Bush that US- Chile
free trade negotiations will commence once NAFTA is signed, and is in the process of negotiating
trade agreements with each member of the Group of Three. On Oct. 14, a partial trade agreement
was signed with Costa Rica emphasizing trade with Central America, and on Oct. 21, Chile and
Paraguay formed a Joint Council on Economy and Trade to promote deregulation and eliminate
trade barriers between the two countries.
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